The ClearingHouse

At the Centar of Bankimg Since 1853

May 19, 2015

Mr. Robert deV. Frierson

Secretary

Board of Governors of the Federal Reserve Systtem
20" Street & Constitution Avenue, N.W.
Washington, D.C. 20551

Re: Proposed Agency Information Collection Activities; Comment Request: Proposal
to Collect the Legal Emtity Identifier for Banking and Nonbanking Legal Emtities
Reportable on the FR ¥-10, FR Y-6 and FR Y-7 Reports. (OMB Control Numnber:

7100-0297).

Mr. Frierson:

The Clearing House Association LLC.! (“The Clearing House") appreciates the opportunity to
comment on the Board of Governars of the Federal Reserve Systtem’s (the “Federal Reserve”) proposed
revisions (the “Proposal®) to the Anmuai/ Reportt of Holdiimyy Compamiéss (“FR Y-6"), the Anmusad/ Reportt of
Foreigm Banlkiimy Orgamizditions ("FR Y-77), the Repovtt of Changes in Orgamizditioaial Strudtuee (“FR Y-107),
and the Supplaneent to the Repovit of Changes in Orgamiaditioalal Struattwee (“FR Y-10E”, and together, the
"Reports”). The proposed changes to the Reports would collect the Legal Emtity Identifier (the "LEY’) for
all banking and nonbanking legal entities to the extent that an LEl has already been issued for the
repertable entity at the time of collection.

The Clearing House contimues to be very supportive of the development of a uniform, global LEI
solution as a tool to help promote industry and supervisory efforts to monitor and evaluate systemic risk
and to enhance financial stability.? Similarly, The Clearing House appreciates and supports the Fedieral

! Btmtished in 1853, The Ukning Hiouse is the oldest ihamking assucitiion and payments company iin the Whited
States. It is owned by the world’s largest commercial banks, which collectively hold more than half of all U.S.
deposits and which employ over one million people in the United States and more than two million people
worldwide. The Clearing House Assodiation L.L.C. is a nonpartisan advocacy organization that represents the
interests of its owner banks by developing and promoting policies to support a safe, sound and competitive
banking system that serves customers and communities. Its affiliate, The Clearing House Payments Company
LL.C, which is regulated as a systemically important financial market utility, owns and operates payments
technology infrastructure that provides safe and efficient payment, clearing and settlement services to financial
institutioms, and leads innovation and thought leadership activities for the next generation of payments. It clears
almost $2 trillion each day, representing nearly half of all automated clearing house, funds transfer and check-
|mage payments made in the United States. See THe Qissiing Honuse's wieth peage st wwaw tihedesnimeihowss ongy.
2 See, April 2011 comment letter “Enhancing Supervisory and Imdustry Ability to Monitor and Exalluate Systtemic

Rigk” available at, hittiyss//www.theclearinghouse.orgyissuss/amiimernegyul Etiomsfinternational -




Board of Governors of the Federal Reserve Systiem -2- May 19, 2015

Reserve's efforts to implement a line item for the LEl on the Reports, as we agree with the Proposal's
assertion that “as the usage of LEl becomes more prominent, it would enable examiners, economists,
and financial analysts to perform improved analyses, particularly during stressed market conditions.*?

As more fully described below, however, The Clearing House is concerned with several technical
and administrative aspects of the Proposal, including the timing of the one-time information collection
exercise to populate existing LEl data for all FR Y-10 reportabie entities (the “One-Time Collection”) and
the means for submitting such collection. In addition, we would like to use this opportunity to address
several other outstanding issues with the Reports, particularly with the FR ¥-6 and FR Y-10, which are
not addressed in the Proposal but have been commumicated to Federal Reserve staff in the past. Each
of these concerns and issues are more fully described below.

.  Tihe Fedier | Reseme Sthow bd Prowi itke Switfidient Time antda Proper Fomatfortthe Swdmisssion af
the One-Time Cuollection.

A. The effective timing for the One-Time Collection to populate existing LFl data for all FR ¥-10
reportable entities should be concurrent with the initial FR Y-6/FR ¥-7 submiissioms required
to include LEl information (i.e., 90 days following the fiscal year-end).

The Proposal currently includes a One-Time Collection to populate existing LEl data for all FR ¥-10
reportable entities (excluding branches) as of June 30, 2015, which would be required to be suibmitted
by September 30, 2015. While we remain wholly supportive of the LE as a matter of policy, we are
concerned that the proposed implementation date for the One-Time Collection is too early in light of
several key practical comsiderations.

First, the existing infrastructure for checking existing LEIs provided by the Global LEl Faumdation
(“GLEIF") has many shortcomiimgs and requires certain additiomal enhancements. In particular, small
differemces in the name used to search for an entity when checking whether an entity has an LEl can
lead to false negatives. Many reporting institutions (“Reporters”) would therefore need to source this
information from their own systems for the One-Time Collection. At least initially, matching LEls to the,
in some cases, thousandis of entitiigs in current data bases would be very manually intensive since
naming conventions are frequently different and the matehing is not always obvious. Second, because
Reporters are often net the majority interest holders for a reportable entity, and thus net responsible
for registering the LEl for these entities, they de net have the advantage of firsthand knewledge about
the entity. Obtaining LE's for these legal entities would require eentaeting eaeh majerity interest helder
separately te aseertain if the entity Ras an LEl and if 56, what it is. Third, given the sheer velume ef sueh
8 eslieetian, the review/validation preeess itself is a signifieant undertaking that will require the
implementatien of internal sperating procedures detailing the ORe-Time Eollsction effert and the start
{8 8Rd 8REBINg process whieh will need te be esmmynicated and vetted interhally. IMplementing proper
preesdures will allow REpSFters to assess and measure perfermance t8 Relp determine if the precess i
appropriately fellewed and will serve as the feundation fBr precess iIMprovements i the future:

solution.
* 80 Fed. Reg. 15009 (March 20, 2015).
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We therefore believe that it would be more feasible to require the reporting of LEl information on
the FR Y-10 reports starting as of January 1, 2016 with the One-Time Collection due concurrently with
the initial FR Y-6/fFR Y-7 submission that contaims LEl informatiom. This solution would retain the current
implementation of the Proposal for the FR Y-6/fFR Y-7 with the One-Time Collection due, for many banks,
at the latest in March 2016 (90 days after the fiscal year-endi) — effectively, a six-mnonth delay.

Additiomallly, while we expect that over time the accuracy of reporting will improve, we note that
because of the issues posed by initial reporting of LEls described above, it is likely that misidentifications
may occur from time to time as new reporting processes are implemented. We therefore also request
that while banks develop and implement the requisite data quality processes for reporting and
reviewing submissions, and while the GLEIF updates their systems and processes, reporting of LEls in the
initial periods of implementation should formally be allowed to be made on a “best efforts” basis.

B. The format for the submission of the One-Time Collection should be designed to allow for
an efficient submission.

We appreciate that the Proposal indicates the Federal Reserve “would provide a means for
institutioms to provide their one-time submission data in a format easier than individual FR Y¥-10
submissions.” We encourage the Federal Reserve to choose a simple format that would allow
institutioms to streamline the One-Time Collection in a consistent manner with minimal operational
compllexities. We therefore suggest that similar to past ad-hoc collectioms, such as that of Taxpayer
Identification Numbers,* the Federal Reserve provide a simple Excel document that lists all eligible legal
entities by name in one column, RSSD numbers (or other existing identifying codes) in another coliumn,
and a third open column for the banks to insert existing LEl information. We would be more than happy
to work with the Federal Reserve to develop a format for the One-Time Collection so that it ean be
mutually effieient for both the Federal Reserve and manorters.

Il. Thhereedena RReseveesSbauldidseTThissPppontuitity dolgpdate therRpports\Moreeanextilyaand
Address Certain Outstanding Issues with the Reports.

A. Clarification for Business Organizational Types.

The Instructioms for Preparation of the FR Y-10° (the “Instructions”) require the selection of a
“Business Organization Type."® This selection is straightforward for most entities formed in the United
States, but is challenging for entities formed under the laws of foreign jurisdictions. Rejporters maintain
internal mapping documents to identify foreign Business Organization Types according to their U.S.
countenparts, and these mapping documents often conflict across institutioms. For exampie, the same
entity might be reported as a corporation, an LLC, or “Other” by three different Reporters pursuant to
such mapping documents. Reporting a different Business Organization Type for the same entity will also

% A collection for Taxpayer Identification Numbers was due by March 31, 2009 (with an “as of" date or Deoember
31, 2008); to facilitate this collection, the Fedieral Reserve provided an Excel template, similar in format to what is
suggested above, pre-populated with the Research Statistics Supervision Discount ID (“RSSD"), Popular Name and
other identifying information for each entity, and an empty column for the Reporter to enter each Taxpayer
Identification Number. Ses, 733FEed Ridgy 33 B334( (duee33 2003]).

® Available at, hitttn//www.federalreserve.gov/reportfiomsféonssZFR_Y-1020141031 i.pdf.
® FR WA1D: [t 1Dt Bankiingy, NNooriteankqimey samd] SSavimgss aamd] Liosan SSbieetiibes.
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cause a discrepancy in the Ownership Type, since a Reporter is required to report a member type for
LLCs but a percentage interest for a corporate entity. This inconsistency can create unnecessary
confusion for Regparters.

In order to limit this potential uncertainty and inconsistent reportiing, we respectfully request
that the Federal Reserve create a mapping document of various foreign Business Organization Types
drawn from those included on the FR Y-10. The U.S. Internal Revenue Service has made such a mapping
document available on various tax formms,” and the U.S. patent office also offers mapping guidance.®
Alternatively, we request that the Instructions be modified to clarify the legal characteristics of a
company that should be reported as an LLC. The current definition in the Instructions defines an LLC as
"la]l company organized pursuant to a limited liability company provision under state law in which none
of the mernbers are liable for the company’s debts, liabilities, or other obligations.”® This definition
leaves unelear how to repert eertain entities with eharaeteristies similar to LLCs. For example, it is
unelear whether an entity with eharaetersties similar te a LLC fermed autside the United States stheuld
ever be reperted en the FR Y-10 as an LLE sinee it will elearly net be "erganized pursuant ie a ..
PFOViSIBR UREBF state law.” Mereover, Beth LLES and eerperations previde their ewners with livmited
liability, beth Rave ewnership interests that are shares 8r similar i shares, and beth Rave sivnilar
Feguirements for a8 geverning beard (i-e.; a esFperatien is required te Aave a beard of directers, while a
limited liability eempany may have 8 management beard that d8es nst iRelude its SWReFs):

Inclusion in the Instructioms of specific legal criteria and examples so that Business Qrgamization
Type can be applied more consistently to foreign organizatioms also would be very helpful. For example,
many jurisdictioms have one corporate form for entities with an unlimited number of potential
shareholders, and a different form for entities that may not have more than a certain number of
shareholders (e.g., 50). It is unclear whether a limit on the number of entity holders is sufficient in and
of itself to distinguish between an LLC and a corporation, since certain Reporters currently report, or
may report, Swiss S.A.R.L., Brazilian FIP, Finnish Oy, Spanish SL, and Malaysian Ltd entities differently.

B. Reporting interests in LLCs when the governing documents do not specifically designate a
“Managing Member.*

The lack of clear guidance on the designation of Managing Memibber or Non-Managing Member
for LLCs in the Instructioms®® can result in inconsistent reporting between Reporters in identifying and
reporting positions in LLCs, particularly in the context of foreign LLCs. The process for this designation is
unclear when the legal operating agreement is silent regarding the designation of a Managing Member.

A suggested solution to this gap in the Instructions is described below.

7 IRS Teex Feonm EBE2 (@ritty Clasiitzation Eéettom) |ists wihich foreign artities skl e o s 2 cogmeations
for Federal income tax purpases; see http:// imwvywiiss gov/fouty/ s S8

The @.$h9dﬂ@tl%mtdmraddrﬁ&td@ﬁﬁde’@ﬁme'déHﬁmﬂevnmk:eﬂ/laﬁﬂmamﬁrﬁngrﬁirdngdamwepiwerdpsog/tiﬂiesr@eidence for
foreign entlity legal forms in Appendix D, "Foreign Emtity Appendix.” Available at,
http:/ftmegp usgrtio eow RDMS /detail/rremual/ T EP Pda trea b TWEPPDD tlécll. xmi#/manual /TMEP/current/TWEP-
DdilelL yamil.
® S piypassayydeéiitteonod L innitieetLizbHityyCOoTpRANS i it Heel Mestusttamms( g GELSS).
9 nterests in Partnerships or LL@Gstkeml 3006 BBakkigpaddSevigpadd dearbSehddidss] teeml 33006 NN nbbakkigg
Sahedule.
2 A flowchart is also provided in Annex A (the “Flowchart”) to illustrate these proposals.
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If, under the LLC operating agreement, the member has the authority to direct day-to-day entity
operatioms (e.g., bind the company by entering into contracts on behalf of the LLC) the LLC would be
deemed to be directly managed by the memiber by virtue of its active engagement in the day-to-day
operatioms. The above conclusion also would apply if the member holds 25% or more of the voting
interests in the LLC because the LLC is generally deemed to be indirectly managed by its memibers by
default under state law.*? Lastly, the LLC also would be deemed to be indirectly managed by the
member if the LLC has established a board of managers and the member elects a majority of the
managers on the board.

We respectfully propase that if the direct holder of the reportable entity (a) holds an ownership
interest in the LLC, and/ (b) manages the LLC either directly or indirectly (as determined immediately
above), the interest in the reportable entity should be reported as a “Mamaging Member” (Example 1 in
the Howchart). In situatioms where either of the above is not true for a member’s interest, the interest
should be reported as “Non-Mamnaging Member” (Example 2 in the Howchart).

Moreover, a situation may exist where an entity is designated as a Manager of the LLC or
actively manages the day-to-day operation of the LLC, but has no ownership interest. The LLC would
thus be deemed to be directly managed by the entity even though the entity does not hold any
ownership interest in the LLC. In this case, the entity should be considered a “Non-Memtber Manager"
and we propose that the memibership interest field be left blank on the FR Y-10 because the entity is not
a member of the LLC (Example 3 in the FAowchart). This will require an enhancement to the online FR Y-
10 system so that if the field is left blank an error message will not appear.

C. Withdrawing reports.

There is currently no uniform formal procedure established by the Federal Reserve to withdraw a
previously filed FR Y-10. In certain cases, when a filing is made in error, the ability to correct the filing is
not sufficient, since the report should not have been filed. Currently, there are informal Federal Reserve
procedures to facilitate the withdrawal of an erroneows report. However, these informal procedures can
impair subsequent research efforts since they are often inconsistent and can make discerning the true
source of data divergemces more difficult. Furthermore, these informal procedures require both the
Federal Reserve and the Reporter to manually track which reports have been withdrawn and should be
constructively erased. Establishing a consistent formal process for withdrawing reports would obviate
the need to keep manual logs and enhance data quality. We suggest that a “withdraw event” tick-box be
added to the FR ¥-10 similar to the current correction tick-box.

D. Technical emhancements.

i. Option for electronic filing of the Organizational Chart of the FR Y-6

On occasion, the Federal Reserve requests electronic versions of the Organization Chart and
the list of branches for the FR Y-6. While the filed version of the Organization Chart is a paper copy
delivered to the Federal Reserve, Reporters are often requested to submit a copy of the paper
report electronically. We request that Reporters be given the option to make this sulbmission
electromically to facilitate easier processing and better record-keeping.

12 So cogy, Dptdawaaee] LrintieetiL L3 Biiliyy GO ompaaryyAkts 51 B4002( {NYEeegeeeTitoG L irimitieetiL LA BbiliyyCOampRaNs)); Néew
York Limited Liiztbility Company Law § 401 (“Management of the Limited Liibility Company by Members”).
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ii. Straight-through processing of the FR ¥-10

The FR ¥-10 is a manual form requiring a Reporter to type information from a Regpanter's
internal systems into the online interface. We request that the Federal Reserve implement more
efficient functionality to allow straight-through processing either directly from internal systems or
through a data load process. Manual entry can be a substantial source of data entry errors, since a
Reporter may mistype informatiom. Similarly, data errors can be, and have been, made when the
Federal Reserve staff processes a report and must retype the data into the Federal Resmrve's
systems. Straight-through processing would resolve many of these unnecessary errors.

iii. Indication of when an event has been processed

There is currently no uniform process to inform Reporters whether a previously sulmitted
FR Y-10 has been reviewed and processed by Federal Reserve staff. As a consequence, Regorters
must track discrepancies manually. This allows many old discrepamcies to remain in the sysftem
because the Reporter filed a report and, from its perspective, is waiting for the report to take effect
(when in fact the report has taken effect, but not as expected). Creating a notification or a flag for
previously submitted reports that indicates when a report has been processed would alleviate this
problem. This wouid also allow faster retrieval of an R&SD after the Federal Reserve assigns it.

iv. Foreign branch technical error

Foreign branches of foreign subsidiaries are often not included in any report a Reporter may
access from the FR Y-10 online system. These entities, reported and processed correctly, are
omitted from the Organization Chart, which requires the Reporter to request the information from
Federal Reserve staff periodically to compare it manually. The omission can cause confusion if an
entity is no longer reportalble, since the Reporter cannot verify, without assistance from the Fedieral
Reseyrve, that the branch has been remaved. We request that these entities be included in the FR Y-
10 online sysfiem.

V. Sysitem cannot have different data for the same entity but different Reporters

A situation can arise in which two Reporters own an indirect interest in an entity through
the same intermediiate company, but the interest is exempt for one Reporter though not for the
other. This can occur, for example, if Reporter A and Reporter B both hold an interest in HoldCo 1,
which owns Sub X. Sub X may be an exempt Public Welfare Investment for Reporter A, but mot
exempt for Reporter B. Currently, Sub X would appear on Reporter A’s Organization Chart even
though Reporter A never reported the investment (since it is exempt). This creates discrepancies
between the reperts filed by Reporter A and Federal Reserve data, sinee the information was added
to the Federal Reserve data without any action by of notice to that Reporter. Furthermore, it creates
a diserepaney between the Federal Reserve data and the FR Y-6 even theugh the ifermmation
Feperted en the FR Y-10 matehes beeause the entity is listed in the Organization Chart. We reguest
that the Federal Reserve reeegnize that different Reporters may beth ewh an interest iR 8 heldiRg
E6mpany, but these esmpanies’ Reldings may differ iR Aew they are reperted and therefere anly the
filings on the ER Y-18 sheuld affect a8 REpoFiar's Organization Shart.
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vi. LEl validation logic

The FR ¥-10 online system provides the following error message stipulating that for all LEs:
“first 4 positions are numeric (0-9), positions 5-6 are reserved characters set to 0, positions 7-18 are
alphanumeriic (A-Z or 0-9) and positions 19-20 are numeric check digits (0-9). (edit# 5808).” This
formatting is not true for many LEls, particularly for those issued prior to 2012 for certain bank
holding companiies. This validation inaccuracy creates errors on every FR Y-10 filing for such bank
holding companiies due to the current requirement that the LEl be included on the cover page and
likely will create additional system error prompts if included in the Proposal without change. We
respectfully request that this formattimg error be corrected in order to avoid further confusion and
unnecessary additional research into already-accurate LEis.

vii. search malfunction

Each FR Y-10 event pertains to at least one reportable legal entity and all reported legal
entitiies are assigned an RSSD. Although RSSDs can be searched online, this search is imherently
unreliable and may miss many events which pertain to the same legal entity. Because the RSSD
search is unreliable, Rejporters are limited to using the entity name to find the entire reporting
history of a particular legal entity. If the legal entity name was at any point corrected or changed,
this search would have to be performed multiple times (once for each name variation) to attain a
complete history. This system flaw requires additional training and time for all cases in which using
the search would be convenient, and could potentially cause a Reporter to miss a relevant FR
Y-10.

The Clearing House appreciates the opportunity to provide comments on the Proposal and the
additional comments included herein. We greatly appreciate your consideration of our comments and
would welcome the opportunity to discuss them further with you at your convenience. If we can
facilitate arranging for those discussions, or if you have any questioms or need further imformation,
please contact me at (212) 613-9883 (email: dizvitllwagmer@theclearinghouse.org).

Respectfully Subimmittted,

David Wagner

Executive Managing Director, Head of
Finance, Risk and Audit Affairs and
Semnior Associate General Counsel

The Clearimy House Assodiattson L.L.C.
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CC:

Cynthia Ayouch
Board! of Governmrss of tihe Federall Reserve Systiem

Ken Lamnar

Federal Reserve Bank of New York
Federal Reserve Bank of New York

Scott Smentek

PEQEr R e Bank of New York
pgeaal §gﬁlear§§i8ank of New York

Federal Reserve Bank of New York
Patricia Selvaggi

Sharon Swain

se1 Ressrve Bank
ﬁharo& Swain

yan Pozin

The Clearing House Association L.L.C.
Federal Reserve Bank of New York
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